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- INDEPENDENT AUDITOR™S REPORT
September 30, 2008

Ta tha Board of Education
Frankenmuth School District
Frankenmuth, Michigan

We have audited the accompanying financial staismenis of the govemmental
activities of Frankenmuth School District, as of and for the year anded June 30,
2008, which collectively comprise the Schogl District's basic financial statements
as listed in the table of contents. These financial statements are the
responsibility of Frankenmuth School District's management, Qur responsibility
is to express an opinicn on these financial statements based on our audit,

We conducted our audit in accordance with audlting standards generally
accepted in the United States of America and the standards applicable to
firancial audits contained in Government Auditing Standards, issued by the
Compiroller Genera! of the United States. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overail
financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairy, in ail
material respects, the respective financial position of the governmental activities
of the Frankenmuth Schoo! District as of June 30, 2008, and the respective
changes in financial position for the year ended In conformity with accounting
principles generally accepted in the United States of America.

4855 State Streat | BOL Box 0457 | Saginaw, Michigan 18608 | 989, 793000 | Fax: 949, 790.3155
320 West Genesee Street | Frankenmuth, Michigan 48734 | 939.652.6220 | Foax: 989.652.2243



To the Board of Education
Frarkenmuth School District
Page Two

In accordance with Government Audifing Standards, we have also issued our
repart dated September 30, 2008 on our consideration of Frankenmuth School
District’s internal contral over financial reperting and our tests of its compliance
with certain provisions of laws, regulations, contracts, grant agreements and
other matters. The purpose of that report is to descnbe the scope of our testing
of interal control over financial reporting and compliance and the results of that
testing and noi to provide an opinion on the internal control over financiai
reporting or on compliance. That report is an integral part of an audit performed
in accordance with Government Audifing Standards and should be read in
conjunction with this report in considering the results of our audit.

The management’s discussion and anhalysis and budgetary comparison
information are not a required part of the basic financial statements but are
supplementary information required by accounting principles generally acceptad
in the United States of America, We have applied cerfain [imited procedures,
which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the supplementary information. However, we
did not audit the information and express no opinion on it

Ltndn, Forengomo, Lehawrarr 3 Thartas, C

Cerified Public Accountants
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FRANKENMUTH SCHOOQL DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS {(UNAUDITED)

This section of the annual financial repart presents management's discussion
and analysis of Frankenmuth School District’s performance during the fiscal year
ending June 30, 2008. Please read this along with the financial statemenis that
follow for a comprehensive understanding of the financial position of the School
District.

Annual Report

The annual report consists of our Management's Discussion and Analysis, a
series of financial staterments, notes fo those statements, and supplemental
information. The financial statements are divided into two sections. The District-
Wide Financial Statements {Government-Wide Financial Statements) provide
information about the activities of the Schoaol District as a whole. They present a
year-ent aggregate view and a longerterm view of the District's finances. All
funds, capital assets and debt are combined. The Fund Financial Statements
{Governmental Fund Statements} provide more detail showing the year's aclivity
by fund. They also show the amount available to finance future programs. Fund
Statements do not include long-term items such as capifal assets or long-term
debt.

District-Wide Financial Statements

The District-wide Financial Statements appear first in the financial statements.
They present information on the School District as a whole. They show net
assets and a statement of activities for the year. These statements include all
assets and liabilities using the accrual basis of accourting, similar to the
accounting used by most private sector companies. All of the current year's
revenues and expenses are iaken into account regardless of when cash is
received or paid.

Net assets, the difference between assets and liabilities, are cne way of
measuring the financial heaith of the School District. In the statement of
activities, the revenues less the sxpenses result in an increase or decrease in the
net assets. Increases or decreases in net assets, over time, affect the financial
health of the District. However, the goal of the School District is t¢ provide
quality education and a safe environment, not to make a profit.

The statement of activities covers all of the School District's services, including
instruction, supporting services, community services, athletics, and food services.
Property faxes, unrestricted State Aid, and State and Federal grants finance
mast of these activities.



FRANKENMLTH SCHOQOQL DISTRICT
MANAGEMENT'S DISCUSSION AND ANALY SIS (UNAUDITED)

Fund Financial Statements

The Fund Financial Statements provide detailed information about the most
significant funds instead of the School District as a whole. Some funds are
required to be established by State law and by bond covenants. Many of the
other funds are created to help control and manage money for a particuiar
purpose or to meet legal responsibililies for certain taxes, grants, and other
meney. The governmental funds of the School District focus on showing how
money flows into and cut of funds and the balances left at year-end. They
provide a detailed, short-term view of the operations and services of the School
District. This helps determine whether more or fewer financial resources are
available for future programs. An accounting method called modified accrual
accounting is used in fund accounting. This method measures cash and all other
financial assets that can readily be converted to cash.

The relationship between governmental activities (Disirict-Wide Financial
Statements) and govemmenital fund activities {Fund Financial Statements) will be
reconciled later in the report.

Anency Accounts

The School District acts as an agent for various student activity funds. These net
assels are reported in separate statements. We exclude these nel assels from
the School District's other financial statement because we cannot use these
assets to finance our operations. The Schoc] District is responsible for ensuring
that the assets reported in these funds are used for their intended purpose.

Summary of District-Wide Financial Statement

Table 1 provides a summary of our net assets as of June 30, 2008 and 2007.
They represent the School District as a whole.

Assels 2008 2007
Current and other assets 3 7,489 060 $ F.815217
Capital assets - MNet of accumulated depreciation 17,054,127 17,233,437

Total Assets 24,553 187 25 048 654

Liabililies
Current ligbilities 1,685 845 1,812,835
Long-term lizbilities 10,881,873 11,732,095

Total Liabilities 12,671,718 13,544,730
et assots
Invested in capital assets - Met of related debt 5474127 4953437
Restricted for debt service 324,051 328,475
Restricted for capilal projects 339,052 447 994
Urrestricted 5,544 239 5,774,018
Total Met Assets 3 11,681 469 $ 11,503 924




FRANKENMUTH SCHOOL DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)

Summary of District-Wide Financial Statement {continued)

Cumreni assets include cash and receivables that will be realized in cash eor
consumed within the upcoming school year. Capital assets-net of accumulated
depreciation are the original cost of the assets and subtracting the depreciation.
Current liabilitiss include accounis and salaries payable whose liquidation is

- reasonably expected to require use of current assets. Long-term liabilities include

general obligation bonds used to finance acquisition of capital assets and
accrued compensated absences. Most of the debt will he repaid from voter-
approved property taxes collected as the debt service comes dus. Restricted net
assels are reported to show legal constraints that limit use of some of the assets.
Debi covenants and legislation limit the School District’'s ability {0 use those net
assets for day-to-day operations.

The unrestricted net assets represent the accumulated results of all past years'
activities. This amount will be affected by the yeardo-year combined operations.
The summary of this year's and the previous years activities for the School
District as a whole are reported below.

2008 2007
Revenue
Program revenue
Charges for sanices ] 848,951 ) 739,505
Grants and categoricals 682,673 876,651
General revenue
Froperty taxes 3,869,972 3.216.865
State foundation allowance 7,283,378 ¥.293,380
Oiher 229,777 225,007
Tranzfers and special ifems 26,455 56 BE2
Tofal Revenue 12,851,208 12,808,360
Funcfion/Program expenses
Inglruction 6,419,675 8,240,003
Sunport services 4 008170 3,873,508
Community sarvices a11,2a2 283,090
Food sarvices 451 408 4472 811
Athletics 406,505 458,583
Interest & misc. expenss oh long-term debt 564,830 590,855
Depracigtion (unallscated) 570,713 612,883
Total Expenses 12 773,667 12 620,733
Increase (decrease) in Net Assets § 177545 % 287 B2F

MNet Assets increased $177,545 for the vear ended June 30, 2008 as opposed 1o
$257,627 in the previous vear. Part of the reason for this change was a
decrease in the amount of interest paid, depreciation charged, and athletic
expense.



FRANKENMUTH SCHQOL DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)

Summary of District-Wide Financial Statement (continued)

Funding for the above activities comes from a variety of sources. Some activilies
are partially funded by those who benefit from the programs or by grants and
categoricals from governments and organizations. The remaining activities are
paid for from taxes, State Foundation Allowance, and other revenues, such as
interest,

The change in net assets differs from the change in fund balance because of
different accounting requirements. A reconciliation appears later in the financial
statements.

Financial Position Analysis

The analysis of our final position and resulis of governmental activities indicate
our year-end condition was much more positive than earlier projections. These
improvements relate to general fund activities, specifically teacher salaries and
health insurance costs. Teacher salaries were less due to four staff members
going on short term unpaid leaves of absence. Some health insurance
gxpenditures were paid for during the year but were actually prepaid
expenditures to be incurred during 2003-03.

CGenaral Operations Fund

Our general fund balance decreased by $218,584 however we anficipated a
decrease of $356,945. The foilowing is a list which attributed to this outcome.

1. In local revenue, the District received approximately $30,000 less than
budgated due mainly to a decrease in yields from our investments.
This was somewhat offset by increased revenues from community
education fees and revenues from other public schools.

2. Teacher salaries and school programs were nearly $120,000 less
because of the unpald leaves taken by siaff, cutbacks in textbook and
supply needs, and an accounting adjustment for healthcare costs.

3. Board of education and general administration expenditures were
$12,000 less then anticipated.

4. Maintenance costs were 344,000 higher then anticipaied because of
increased supply, technology equipment rental, and energy costs.

5. Transportation costs were $25,000 less due to the replacement of a
mecharic who retired in Cctober. This position was filled by a contract
emplayee for considerably less salary and benefits.

6. Quigoing transfer funding for athletics was $27,000 less then
anticipated because of increased gate receipts and a reduction in
expenditures for the program.



FRANKENMUTH SCHOOL DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED})

Food Service

The food service fund balance was projected to decrease by approximately
$30,000. This was not a significant concern because of a fund reserve of
$74,965. The program ended with a decrease of $26,407. Although this was
near what was anticipated, we must pay very close attention to this program as
food costs have been increasing significantiy more then anticipated.

Debt Service

The millage rate for the 2001 Capital Projects bond payments was reduced from
2.915 mills in 2006-07 to 2.80 mills in 2007-08 because of property value
increases throughout the District. Al principal and interest payments were made
by the dua date.

Capital Projects Fund

The capital projects expenditures were more than revenues as was anlicipated.
This was due to significant expenditures for new entry dooars throughout the
middle school and new entry security doors and monitoring systerns to all school
buildings main entrances. We also replaced exterior overhangs to several door
entrances at the high school and a new loop driveway and sidewalk was added
to the middle school grounds.

Looking forward, we will deplete our reserves even further in 2008-09 due to the
construction of new tennis courts. This expenditure will result in our reserves
being at their lowest in several years. The District will need to be most cautious
about taking on any large projects until these reserves ¢an be increased to a
more comfortable position. Any critical emergency expendiiure could be a
difficult challenge

Final Budget vs. Original Budget

When establishing the 2007-08 budget in June 2007 we could only estimate what
our revenues would be because of uncertain student enrcliment numbers and the
uncertain economic condition of our State Treasury. We were given estimates of
what cur student foundation grant would be but nothing was certain or approved
by state government until ate August.

The budget adopted in June reflected an anticipated per student foundation
increase (state tentative budget approval) and employee salary and benefit
increases. |n our opinion, it was difficult to establish an accurate budget based
on the uncertainty of ravenue projections at the state level, uncertain econoimic
conditions at the local level, and actual student enroliment figures. We felt
comfortable with this budget only because we knew we would not alter programs
during the 200708 school year. Qur fund reserves still enable us to do so
without compramising our financial condition.

5



FRANKENMUTH SCHOQL DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)

Final Budget vs. Original Budget (continued)

Although some revenue and expenditure functions have variances, aur intent
was to establish a budget n order to meet the legal requirement of the law to
have a budget in place prior o July 1%,

Revenue and Expenditure functions with significant variances are as follows

1. The amended hudget for state revenue was significantly larger
because of a change in the vocational skill center we send our
students to. These students are not counted as full "FTE’s” then are
billed backed by the Bay-Arenac Skill Cenier for their services. This
resulted in an increase of approximately 11 FTE's {$86,400). Local
non homestead property values were less then anficipated resuiting in
an increase in the state’s confribution to the student foundation grant.
Finally our “At-Risk" student population was larger than anticipated
resulting in an additional increase of $10,000 for this program.

2. Tuition to other public schools' budgeted line item in the onginal budget
was significantly reduced in the final budget because this expenditure
was more accurately reflected in the basic programs budget function.

Actual vs. Final Budget

Our elected officials and administration consider many factors when setting the
District's final 2007-08 fiscal year budget. One of the most important factors
affecting the budget is our student count. State revenue is determined by
multiplying the blended student count by the foundation allowance per pupil.
Once the final student count is known in late September, the District amends the
budget to reflect a more accurate projection of the original budget appropriated.

However, management has identified some significant variances as follows.

1. Basis program expenditures were significantly less mainly due to four
staff members who took extended “unpaid” leaves during the school
year and an accounting procedure for how we prepaid certain
healthcare expenses which are actually expenditures for the 2008-09
school year.

2. Instructional staff expenditures were somewhat less because of less
than anticipated expenditures for professional development and heaith
care costs.

3. Operation and maintenance expenditures were higher then anticipated
because of supply purchases, technology equipment rentals, and
energy costs.

4. Transportation costs were less because a highly paid employee retired
garly and was not replaced.



FRANKENMUTH SCHOOCL DISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)

Actual vs, Final Budget {continued}

5. This year our athletic gate receipts were higher then expected and
expenditures were lower resulting in fewer general fund dcllars
transferred over to support the program.

Capital Assets

As of June 30, 2008, the School District had $17,054,127 In capital assets less
depreciation.

2008 2007

Land S 479,631 $ 479,631
Construction in progréss 23,168 13,4258
Buildings and improvements 21,021,285 20,807,283
Site improvements 182,251 24,2355
Buses and other vehicles 1,168,338 1,144,898
Furniture and equipment 1,162,218 1,185,707

Total Capital Assets 24 073,900 23,795 302
Less accumulated depreciation 7024773 6,521,865

MNet Capital Assels % 17,054127 5 17,233,437

Significant capital additions during the year were one bus, completion of the
middle school bus loop, security upgrades and a canopy for the high school.

Debt
Governmental Achivities 2008 2007
Bonds $ 2,160,000 % 2 805,000
Refunding bonds 0,420,000 9,475,000
Acecrued compensated absences 81,873 a7 ,0a5
Tolals $ 11661873 3 12,377,085

As of June 30, 2008, the School District had $11,580,000 in General Obligation
Bonds outstanding versus $12,280,000 in the previous year — a change of about
six percent. Af this time, the District has na plans to issue any new debt.



FRANKENMUTH SCHOOL BISTRICT
MANAGEMENT'S DISCUSSION AND ANALYSIS (UNAUDITED)

Debt {continued)

The State limits the amount of general obligation debt that schools can issue to
15 percent of the assessed value of all taxable propery within the Schonl
District’'s boundaries. If the School District issued “"qualified debt,” such
obligations are not subject to this debt limit. The School District has no
unqualified general obligation debi. Other obligations included employee-
compensated absences. The notes to the financial statements contain detailed
information on long-term liabilities.

Economic Conditions Affecting Next Year's Budget

General Fund

The projections for the 2008-09 budget are to dip into reserves to meet
expenditures. We do not anticipate spending as much of the reserves as in
2007-08. We consider this a concern at this time because we have been
spending down our reserves however slightly over the past six years. The Board
of Education and Administration have implemented saeveral cutbacks to-help curb
this condition. Looking down the road, if we do not see an increase in student
population andfor reasonable increases in revenue, some even more difficult
decisions will have to be made. The Board and Administration is continually
monitoring these issues in order to make sound decisions to protect the financial
integrity of the District.

Food Service

It is anticipated that the 2008-09 budget will be in deficit. This is mainly because
of the increasing costs for food. This program will need close monitoring to
ansure we don't deplete all of our reserves. A meal price increase will probably
need to be enacted for the 2008-10 school year.

Capital Projects Fund

The 2008-09 budgst for capital improvement expenditures will be significantly
higher then revenues. This will cause our reserves o be lower than they have
been in years. The District must be cautious about taking on any large projects
and hope we have no crtical emergency expenditure untii we can build the
reserves back to an ideal amount.

Our Capital Projects Debt millage [evy should continue to decrease and taxable
property values should confinue o rise.

Contacting the Schoocl District's Financial Management

If you have guestions regarding this report, please contact the Supenntendent's
office, 841 E. Genesee &t., Frankenmuth, Michigan 48734,

8



FRANKENMUTH SCHCQOL DISTRICT
DISTRICT-WIDE STATEMENT OF NET ASSETS
JUNE 30, 2008

Assets
Cash
Investments
Due from other governmental units
Other receivables
Prepaids
Inventories
Capital assets less accumulated depreciation
Total Assets

Liahilities
Current labilities
Accounts payable
Salaries payable
Deferred revenue
Bonds payable, due within one year
Long-term lizbilities
Bonds payable, due in mare than one year
Compensated absences, due in more than ong year
Total Liabilities

Met Azzets
Investsd in r:apitai assets net of related debt
Restricted for debt service
Restricted for capital projects
Unrestricted
Total Met Assets

Governmental

Activities

277,549
5,690,000
1,374,782

42639
98,545
17,545
17,054,127

24,553,187

69,11
1,124,313
16,431
680,000

16,900,000
81,873

12,871,718

5,474,127
324,051
238,022

5,544,230

11,681,469

The accompanying notes are an integral part of these financial statements.



FRANKENMUTH SCHOOL DISTRICT
DISTRICT-WIDE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2003

Govemmental
Activities

Program Revenues

Net {Expansa)
Revenue and

Charges for Operating Grants Changes in Met

Functions/Programs Expenses Services and Conlributions Aszaots
Instruction 3 6413875 % 38,890 $  (6.081,311)
Support services 4,008,170 34,271 {3,698 6518)
Community services 211,262 331,242 18,950
Food services 491,406 360,574 {12,014}
Athletics 408 505 84 004 {222 601}
mtarest & misc. expense
on long-term dabt 564,930 - {564,930)
Cepreciation {unallgeated) 870,713 - {570,713

Totals § 12773681 §  B48,951 {11,242 037}

General revenues:
Taxes:

Property taxes levisd for general purpeses
Property taxas levied for capital projects
Properiy taxes levied for debt service

State aid - unrestricted
Interest
Cther

Total General Revenues

Excess (deficiancy} of revanues gver expenses

hefore special ifems

Transfers

Special items-gain (loss) on sale of capital assels

Total general revenues, transfers, and special items

Change in Net Assets

Net Aszets - Beginning of Year

Met Agsets - End of Year

The accompanying notes are an integral part of thess financial statements.

10

2,404 545
221,741
1,243,686
7,283,378
211,748
18,029

11,393,127

151,090

22,455
4,060

11,418,082

177,545

11,503,924

5 11,681,468




FRANKENMUTH SCHOGL DISTRICT
GOVERNMENTAL FUNDS BALANCE SHEET

JUNE 30, 2008

Assals

Cash
Invastments
Due frorm olher governmertal unils
Prepaids
Other receivables
Inwentory

Tolsl Assats

Liahilities and Fund Balance
Liabilities
Accounts payable
Salaries payable
Cefered revenue
Tatal Liabilities

Fund Balance
Reserved for debt retirement
Reserved for capital projects
Reserved for prapaids
Reserved for inventories
Undesignaled & unreserved
Tatal Fund Balance

Total Liabilities
and Fund Balance

The accompanying notes are an integral part of these financial statements.

Faod Dabt Canpital

General Servica Athletic Service Projecls Totals
¥ 17125 £38.815 3 - £ 43112 $178,497 § 277.549
5,250,000 - - 260,000 160,000 5,620,000
1,271,286 3,386 - - - 1,374,782
95,285 1,250 - - - 06 545
41,104 41 - 839 855 42,633
8,400 8,145 - - - 17,545
_$8.784310  _$51647 % - _$324051 _$338.052 57,488 0850
5 86,012 $ 3083 Y - b - 5 - 89,101
1,124,313 - - - - 1,124,313
16,431 - - - - 16,431
1,208,756 3,088 - - 1,209,245
- - 324,051 - 324 051
- - - - 336052 336,052
95 2085 1,250 - - n 86,5845
0. A00 £,145 - - - 17,545
5,472 855 39,163 - - - 5,512,022
5,577,954 48,058 - 324 051 338,082 6,289,215
£6,784.310 551,647 b - 5324, 051 3338,052 57,488,080

11



FRANKENMUTH SCHOOL DISTRICT

RECONCILIATICON OF BALANCE SHEET OF GOVERNMENTAL
FUNDS TC DISTRICT-WIDE STATEMENT OF NET ASSETS
JUNE 30, 2008

Total Fund Balances - Governmental Funds 5 §,22895,215

Amounts reparted for governmental activiies in the statement
of net agsets are differeni because:

Capital assets used in governmental activities are not financial

resources and are not reported in the funds.
The cost of the capital assets is 24,073,900
Accumulated depreciation is {7,024,773)

Long-term liabilities are not due and payable in the current peariod
and are not reported in the funds:

Bonds payable 11,580,000}
Compensatad absences (81,873}
Total Net Assets - Governmental Activities (District Wide) § 11,681,469

The accompanying notes are an integral part of these financial statements.

12



FRANKENMUTH SCHOOL DISTRICT

GOVERNMENTAL FUNDS STATEMENT OF REVENUES,
EXPENDITURES AND CHANGES IN FUND BALANCES
FOR THE YEAR ENDED JUNE 30, 2008

Food Cebt Capital
Genaral Service Althletic Service Projecls Totals
Revenue
Local ¥ o3012.453 % 362,081 3 84004 % 1,260,592 § 223610 % 4,943 689
Stale 712,118 17 454 - - - V529,782
Federal 345,814 100,454 - - - 446,268
Total Revenuea 10,870,585 4750999 84,004 1,260, 542 2246159 12,824,749
Expendiluras
Instruction
Easic programs 5,846,688 - - - - 5,646 538
Aflded needs 580,307 - - - - 588,307
Support servicas
Pupil a4, 044 - - - - 684 044
Instructicnal statf 351,279 - - - - 361,279
Gengral administration 298,836 “ - - - 298 836
School adminisiration 695 509 - - - - Ba6 803
Busingss 142 555 - - - - 142,530
Dperalion and maintenance 1,145,845 - - - - 1,145,845
Pupil iransportation senices o05,5765 - - - - E05576
Central services 193,938 - - - - 189 038
SEV judgments 16,657 - - 35 & 16,699
Community services 193 200 - - - - 1593200
Custody and care of childran 118 062 - - - - 118 062
MNonr-pubtic school gupils 10,437 - - - - 10,437
Capital outlay - - - - 338,555 J3B 555
Debt Service - - - 1,264,930 - 1,264 930
Food services - 431 406 - - - 491 406
Alhletic - - 406,505 - - ADG, 203
Toial Expenditures 10,808,133 451 406 A06 505 1,264 966 338,561 13,508 571
Excess (Daflclency) of
Revenues over Expenditures E2.452 {11407} §322.501} (4,424} {108,042} {384 822
Cther Finanging Sources (Uses)
Sources 371455 - 322 501 - - 359,955
Usas (322501} {15,000] - - - (337 .501)
Procesds on sale of fixed assels 4,000 - - - - 4,000
Taotal Other Financing
Sourcas (Usas) {281,046) {15,000} 322 501 - - 28,455
Met Changea in Fund Balances (218,594) (26,407} - {4,424} (108,842) {358 367}
Fund Balancos - Beginning of Yoar 5,795,148 T4.965 - 323479 447 994 6,647 5R2
Fund Balances - End of Year $ 5577554 § 4355 ¥ - §F 324051 338,052 T 6289215

The accompanying notes are an integral part of these financial statements.
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FRANKENMUTH SCHOOL DISTRICT

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCE OF GOVERNMENTAL FUUNDS TO THE
DISTRICT-WIDE STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2008

Met Change in Fund Balances - Governmental Funds % {358,387)

Amounts reparted for governmental activities in the statement
of activities are different because:

Governmental funds report capital outiay as expenditures; proceeds

as income in the statement of activities, these costs are capitalized

and depreciated over their estimated useful lives. Losses an the

sale of capital assets are not recognized at the fund level.
Depreciation expense {670,713}
Capital outlay 391,403

The issuance of long-term debt (e.g. bonds} provides current financial
resaurces to govemnmental funds, while the repayment of the principal
of long-term debt consumes the current financial resources of
governmental funds. Neither transaction has any effect on net assets.
Repayment of bond principal 700,000

In the statement of activities, certain expenses {retirement
incentives, compensated absengces) are measured by the
amounts eamed during the year. The govermmental funds
measure the financial resources used (paid). This year,
the amount of these items samed excesded the amounts paid.
Compensated absences 15,222

Change in Net Assets of Governmental Activities (District Wide) $ 177,545

The accompanying notes are an integral part of these financial staterneanls.
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FRANKENMUTH SCHOOL DISTRICT
STATEMENT OF FIDUCIARY NET ASSETS
JUNE 30, 2008

Agency Funds

Asgets
Cash, student organizations $ 226,158
Total Assets 3 226,158
Liabilities
Due to student arganizations § 226,158
Total Liabilities $ 226,158

The accompanying notes are an integral part of these financial statements,
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FRANKENMUTH SCHOOL DISTRIGT
NOTES TQ FINANCIAL STATEMENTS

MOTE 1--Summary of Significant Accounting Policies
The Frankenmuth School District (the "School Disirict”) operates under an

elected Board of Education and provides educational services to approximately
1,255 students.

A. Reporting Entity

The accompanying financial statements have been prepared in accordance with
criteria established by the GASB for determining the various governmental
organizations o be included in the reporing entity. These critena include
significant operational and financial relationships that determing which of the
governmental organizations are a part of the School District's reporting entity,
and which organizations are legally separate component units of the Schoof
District. Based on the application of the criteria, the School District does not
contain any companent units.

B. District-Wide Statements

The District-Wide financial statements (i.e., the Statemeni of Net Assets and the
Statement of Changes in Net Assels) report information on all of the activities of
the primary government. The usual purpose of these statements is to distinguish
between activities that are governmental and those that are considered business-
type activities. Governmental activitios, which normaliy are supported by taxes
and intergovemmenrtal revenues, are reported separately from business-type
activities, which rely to a significant extent on fees and charges for support. All of
the District's government wide activities are considered governmental activities.

The statement of activities demonstrates the degree to which the direct expenses
of a given function or segment are offsst by program revenues. Direct expenses
are those that are clearly identifiable with a specific function. Program revenue
includes (1) charges to students or applicants who purchase, use, or directly
benefit from goods, services, or privileges provided by a given function and (2)
grants and contributions that are restricted fo meeting the operational or capital
requirements of a particular funcfion. Taxes, intergovernmental payments, and
other items not properly included among program revenues are reported instead
as general revenue.

The District-Wide financial statements are reported using the economic
resources measurement focus and the accrual basis of accounting. The District-
Wide approach is focused more on the sustainability of the School Distriet as an
entity and the change in the School District's net assefs from the current year's
activities.
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FRANKENMUTH SCHOOL DISTRICT
NOTES TO FINANCIAL STATEMENTS

NQTE 1-Summary of Significant Accounting Policies (continued}

(.. Fund Financial Statemenis

The accounts of the School District are organized on a fund basis. A fund is
dsefined as a fiscal and accounting entity with a self-balancing set of accounts,
which are segregated far the purpose of cammying on specific activities or attaining
certain obiectives in accordance with special regulations, restictions or
limitations.

The following fund types are used by the School District:

Governmental Funds

The governmental fund statements are prepared using the current resources
measurement focus and the modified accrual basis of accounting. The fund
approach is focused on the currently available resources and changes in the
currently availabie resources of the School District.

General Fund is the general operating fund of the School District. It is
used to account for all financial resources except those that are required
1o be accounted for in another fund.

Special Revenue Funds are used to account for the proceeds of specific
revenue sources that are legally restricted to expenditures for specified
purposes. The food service and athletic funds are special revenue funds,

Debt Service Funds are used fo account for the accumulation of funds for
the perodic payment of principat and interest on general long-term debt.

Capital Project Funds are used to sccount for financial resources to be
used for the acguisition or construction of major capital facilities.

Fiduciary funds are used to repori assets held in a trustee or agency
capacity for others and therefore are not available to support School
District programs.

The emphasis in fund financial statements is on the major funds. The School
District has opted to display information for all funds without regard to the criteria
for determination of major funds. The School Distrct's fiduciary funds are
presented in the fiduciary fund financial statements. Since by definition these
assets are being held for the benefit of a third party and cannot be used for
activities or obligations of the government, these funds are nof incorporated in
the District-Wide statements.
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FRANKENMUTH SCHGOL DISTRICT
NOTES TO FINANCIAL STATEMENTS

NOTE 1-Summary of Significant Accounting Policies {continued)

D. Basis of Accounting

Basis of accounting refers to the point at which revenues or expenditures!
expenses are recognized in the accounts and reported in the financial
statements. Accounting basis relates to the timing of the measurements made
regardless of the measurement focus applied.

Full Accrual

The full accrual basis of accounting requires recording of revenue when samed
and expenses when a liability is incurred, regardless of the timing of related cash
flows. Property taxes are recognized as revenue in the year for which they are
levied. Grants, categorical aid, and similar items are recognized as revenue as
scon as all eligibility requirements imposed by the provider have been met.

Modihed Accrual

The modified accrual basis recagnizes revenues when they are measurable and
available. Revenue is considered to be available if it is collected within the
current period or soon encugh thereafter to pay lighilities of the current penod,
within 80 days of the end of the current fiscal year. Expenditures are still
recognized when incurred, as under accrual accounting. However, debt service
axpenditures, as well as expenditures related to compensated absences are
recordead only when payment is due.

E. Financial Statement Amounts

Cash

Cash includes cash on hand, demand deposits, and time deposits.

Investments

Investments include certificates of depesit and are stated at fair value.
Receivables

Oue from other governmental units are payments earned but not received at
year-end from other governments. Receivables consist of all revenues earned at
year-end but not yet received from other customers.

Inventories

Inventories consist of expendable supplies held for the School District’s use and
are carried at cost using the first-in, first-out method.

18



FRANKENMUTH SCHOOL DISTRICT
NOTES TO FINANCIAL STATEMENTS

MOTE 1--Summary of Significant Accounting Policies {continued)

Prepaids

Prepaid amounts consist of payments for which the Scheol District will have a
future benefit and will be used up at a date beyond the current year-end.

Lze of Estimates

The preparation of financial statements in conformity with U.S. generally
accepted accounting principals requires management o make estimaies and
assumptions that affect certain reported amounts and disclosures; therefore,
actual results could differ from thase estimates.

Capilal Assets and Depreciation

Capital assets purchased or acqguired with an original cost of $5,000 or more are
reported at historical cost or estimated hisiorical cost. Caontributed assets are
reported at fair value as of the date received. Additions, impravements and other
capital outlays that significantly extend the useful life of an asset are capitalized.
Other costs incurred for repairs and maintenance are expensed, as incurred. The
Schocl District doas not possess infrastructure type assets. Depreciation on all
assets is pravided on the straight-line method aver the following estimated useful
lives:

Buildings and improvements 50 years
Buses and other vehicles 8 years
Furniture and equipment 5-20 years

Accounts Payable

Accounts payable consist of iterns from which the School District benefited during
the current fiscal year but has notf yet paid.

Salaries Payable

Salaries payable consist of amounts due on employee's contracts payable for the
current fiscal year and the District's portion of payroll taxes and retirement
contributions.

Long-Temn Liakilities

Bonds payable are the result of long-term obligations issued for the pumpose of
making capital purchases and improvemenis or the refinancing of previously
issued obligations. Compensated absences represeni accumulated unpaid
vacation and sick leave. The accumulated benefit is payable to the employee
upon termination of employment. No portion of the compensated absence is
believed to be current at year-end.

19



FRANKENMUTH SCHOOL DISTRICT
NOTES TO FINANCIAL STATEMENTS

NOTE 1--Summary of Significant Accounting Paolicies {continued)

|nter-fund Activity

Inter-fund activity is reported as fransfers. Transfers are eliminated upon
consolidation.

Unemployment Compensation

As an employer, the School District is subject o the Michigan Employment
Security Act and has elected the reimbursement methad of financing. Under this
method, the School Districi must reimburse the Employment commission for all
benefits charged against the School District. There were no unemployment
expenditures for the year ended June 30, 2008.

NOTE 2--Stewardship, Compliance, and Accountability

The School District is required to adopt an annual budget before the beginning of
the fiscal year for the General Fund, Food Service Fund, and the Athletic Fund.
The accounting basis of the budgets is the madified accrual method. Following
are the procedures used in establishing the budgetary data reflected in the
financial statements:

1. The School Distiict's Superintendent submits to the Board of Education a
proposed budget by June 30 of each year. The budget includes proposed
expenditures and the means to finance them.

2. A public hearing is conducted fo obtain taxpayer comments.

3. The Superintendent is authorized fo transfer budgeted amounts within
functional expenditure lines as approved by the Board; howewver, any
revisions that alter functional expenditure lines of any fund must be
approvad by the Board of Education.

4. Budgeted amounts shown in the supplemental information reflect
amendments through June 30.

The budgetary comparison presents information by fund and function. The legal
level of budgetary control adopted by the goveming body {i.e., the level at which
expenditures may not legally excesd appropriafions) is the function level. State
law requires the School District to have its budget in place by June 30.
Expenditures in excess of amounts budgeted are a violation of Michigan law.

State law permits districts to amend their budgets during the year. The Schoaol
District budget variances are illustrated in the supplemental information.
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FRANKENMUTH SCHOOL DISTRICT
NOTES TO FINANCIAL STATEMENTS

NOTE 3--Deposits and [nvestmenis

The School District is authornized, by the State of Michigan, to deposit its fund in
banks, savings and loan associations, or credit unions having a principal office in
Michigan.

The School District is also authorized to invest in the following:

a. Direct bonds and obligations of the U.S3. or agency or instrumentality,

h. CDs, savings accounts with banks, savings and loan associations, or
credit unions which ara insured with the applicable federal agency,

¢. Commercial paper — within three highest rate classifications by at least
two rating services, maturing not later than 270 days,

d. U.S. or agency repurchase agreements,

e. Banker's acceptance of U.S. banks,

f. Mutual funds - investments which local unit can make directly.

The FDIC insures up to $100,000 in demand deposits; however, separately
named accounts of a governmental entity in a single financial institution may not
necessarily be treated as a separate deposit for the $100,000 limitation. The
NCUA inslres up to $100,000 in demand deposits.

A summary of bank cash balances is as follows:

Uninsured
Total Insured Colkateralized Uncollateralized
Cash

General fund S 64127 5 84,127 % - % -
Special revenue 38,815 35,873 - 2942
Agenecy 195,125 5 - 185,120
Debt senvice 43,112 - - 43,112
Capital projects 178,497 - - 178,487
Total ) 519,678 3 100,005 $ - 5 419,571

nvestments
Seneral fund $ 5,250,000 % 100,000 5 - 3 5,150,000
Agency 45,846 45 246 - -
BDebt service 280,000 - - 280,000
Capital projects 160,000 - - 160,000
Total S 5735846 F 145,846 $ - $ 5,580,000

The policy of the Board is to invest surplus funds of the District.
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FRANKENMUTH SCHOOL DISTRICT
NOTES TO FINANCIAL STATEMENTS

MOTE 4--Caphal Assets and Accumulated Depreciation

Capital asset activity of the School District was as follows:

Capital assets not
subjact to depraciation
Land
Conslruction in grooress

Subtotals

Capital assets subject

to depreciation
Site improvernenls
Buildings and improvements
Buses
Vehicles
Fumiture and equipmernt
Subtotals

Total Capital Assets

Accumulated depreciation
Site improvements
Buildings and improvements
Buses
Yehicles
Fumiture and egquipment

Total Accumulated Depreciation

Total Met Capital Assets

Balancea Balance
July 1, 2007 Additions Transfers Disposals June 30, 2008
3 4796831 L - - - 35  47986%
13,428 55,166 {13,428} - 6,166
483,058 55,166 {13.428) - 534,737
24,255 165,044 2,452 - 192 251
20,807 283 103,036 10,878 21,021,265
1,039,376 67,657 - {44 317} 1,062,716
103,622 - - - 105,622
1,185707 - - {23,488) 1,162,215
23,262,243 336,237 13,428 (67,805] 23544 103
23,755,302 391,403 - {67,805) 24,078,900
1,213 1212 - - 2,425
5,020,270 430431 - - 5,450,701
E657,108 83,173 - {44,317) 695,962
78,930 5,330 - - 84,260
764,346 50,567 - {23,488} 791,425
£,521 865 870,713 - {67,805) 7024773
F17.233437 % (178310 & - & - 57054127

Depreciation expense was not charged to specific aclivities as the School District
considers its capital assets to impact multiple activities and allocation is not

practical.

NOTE 5—Inter-fund — Receivables, Payables, and Transfers

The makeup of inter-fund balances and transfers is as follows:

Qutgoing Transfer

Incoming Transier

General fund 3 322,501 Athlatics
Food service 15,000 Sengral fund
Total $ 337.501 Total

5 322,501
15,000
§ 387501

For the year ended June 30, 2008, transfers from the general fund to the athletic
fund were to subsidize the athletic program. The transfer from the food service
fund to the general fund was to cover indirect costs.
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FRANKENMUTH SCHOOL DISTRICT
NOTES TO FINANCIAL STATEMENTS

MNOTE 6--Long-Term Debt

The School District issues bonds, notes, and other contractual commitments to
pravide for the acquisition and construction of major capital facilities and the
acquisition of cerfain equipment. General obligation bonds are direct chligations
and pledge the full faith and credit of the School District. Other long-term debts
include compensated sbsences.

Long-term debt activity is summanzed as follows:

Ealance Balance Current
July 1, 2007 Additipns  Retirements  June 30, 2008 Partich
Governmental Activiias
Bands § 2805000 % - % 645000 § 2460000 $  &BO000
Accrued compansated absences 97,095 - 15,222 81,873 -
Refunding bonds 9,475,000 - 52,000 9,420,000 60,000
Totals 5 12377085 & - %5 75222 § 11,661873 § 740,000

Annual debt service reqguirements to maturity for the above governmental bonds
are as follows:

Fiscal Year Ending Principal Interaest Total
2008 % 740000 S 527268 % 1267268
2010 780,000 483,218 1,268,218
2011 820,000 446,818 1.266,818
2012 860,000 403,068 1,263,068
2013 840,000 372,568 1,262,068
2014-2018 5,115,000 1,217,270 B,332,270
2018-2020 2,375.000 145 504 2 520,609
Substotals 11,580,000 3,601,219 15,181,219
Compensaied Absences £81,873 - 81,873
Totals 5 116615873 § 3601219 F 15263092

For the year ended June 30, 2008, the total interest paid on bonded debt was
$564,255,

NMOTE 7—Risk Management

The School District is exposed to various risks of loss related to torts; theft of,
damage to, and destruction of assets; error and omission; injuries to employees;
and natural disasters. During the year, the School District carried commercial
insurance for the above risks of loss.
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FRANKENMUTH SCHOOL DISTRICT
NOTES TO FINANCIAL STATEMENTS

NOTE 8--Pension Plan

The School District's defined benefit pension plan provides retirement, survivor
and disability benefits to its employess. The School District panticipates in the
Michigan Public School Employees Retirement System (MPSERS), a cost
sharing mulliple-employer, statewide plan govemed by the Sfate of Michigan.
Benefit provisions are established by state statute. The MPSERS issues a
publicly available financial report that includes financial statements and required
supplementary information. That report may be abtained by writing the MPSERS
Directors, PO Box 30673, Lansing, Michigan 48908 ar by calling (517) 322-6235.

Funding Policy

The School District is required to contribute at an actuarially determined rate; the
current rate is 16.72% of covered payroll. Employees hired befare January 1,
1900, contribute 3.8% of their gross pay. Employees hired January 1, 1990, or
later contribute between 3% and 4.3%. The contribution reguirements are
established and may be amended by the State of Michigan.

The School District's contributions to MPSERS for the current year and the
preceding two years were $1,102,905, $1,106,887, and $1,008,229 respectively,
which was 100% of the annual reguired contributian.

NOTE 9--Self-Funded Insurance

The School District offers a self-insured dental plan to all ful-time employees.
Participants and their eligible dependents are eniitled to benefits as outlined in
the program booklet entitied, “Frankenmuth School District Dental Insurance
Flan®.

NOTE 10— eases

The School District leased copiers under an operating lease from an unreiated
party. In addition to lease payments, the Schoo! District is responsible for taxes
and insurance on the copiers, Lease expense was $25,744 and $24,714, for the
fiscal years ended June 30, 2008, and 2007, respectively.

NOTE 11--Sinking Funds

The Frankenmuth School District's Capital Projects Fund-Sinking Fund records
capital projects activities funded with Sinking Fund millage. Fer this fund, the
School District has complied with the applicable provisions of section 1212{1} of
the Revised School Code.
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FRANKENMUTH SCHOOL RDISTRICT
NOTES TQ FINANCIAL STATEMENTS

NOTE 12—Fund Balance Reservations

Frankenmuth School District has reserved the following amounts in fund balance:

Special Debt Capital
General Fevenue Service Projects Total
Reserved for debt retirement % - 5 - 5324051 5 - % 324,051
Heserved far inventories 8,400 8,145 - - 17.545
Researved for prapaids 095295 1,250 - - 96,545
Resarved for capital projects - - - 339,052 339,052
Total Reservations $ 1046585 $ 9395 §$324081 $ 339,052 % 777,193

NOTE 13-Advance Refund of Bond Resulting in Defeasance of Debt

tn January of 2005, the District issued $9,580,000 in general obligation refunding
bonds with interest rates ranging between 2.50% and 5.00%. The District issued
the bonds to advance refund $9,580,000 of the outstanding series 2001 general
cbligation bonds with interest rates ranging from 5.5% to 5.75%. The District
used the net proceeds along with other sources to purchase State and Local
Government securities. These securitics were deposited in an irrevocable trust
to provide for all future debt service on the refunded 2001 series bonds. As a
result, a portion of the 2001 series bonds are considered defeased, and the
District has removed the liability from its accounis. The outstanding principal of
the defeased bonds is $8,080,000 as of June 30, 2008. The balance is
scheduled to be paid from the escrow account on May 1, 2010,

The advance refunding reduced the total debt service payments aver the next 16
years by $717.489. This results in an economic gain (the difference between the
present values of the debt service payments on the old and new debt) of
$520,817.
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FRANKENMUTH SCHOOL DISTRICT
SCHEDULES COF QUTSTANDING BONDED INDEBTEDMNESS
JUNE 30, 2008

2001 ISSUE $14,840,000
%9 .580,000 of original issue refunded

See independent auditor's report.
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Interest Rate: 5.5% Annual Semiannual Total
Year Ending Principal Interest Payment Fiscal Year
Juneg 30, 1-May 1-Mow 1-May Requirement
2008-08 $ 880,000 F 59400 3 58400 $ 798 800
2008-10 720,000 40,700 40,700 801,400
201011 760,000 20,800 20,900 801,800
Totals 2,150,000 F 121,000 § 121,000 % 2402000
2005 Refunding Bonds
%9,580,000
Interst Rate: 2.5-4.1% Annual Semiannual Total
Year Ending Frincipal Interest Payment Fiscal Year
June 30, 1-May 1-Now 1-May Reguiremant
2008-08 5 60,000 5 204234 B 204 334 i 468 468
2008-10 80,000 203.405 203,409 466,518
2010114 50,000 202,508 202,509 465,018
201112 880,000 201,534 201,534 1,263,068
2213 BSC,000 166 484 186,484 1,262 968
2H3-14 025,000 170,352 170,362 1,265,704
2014-15 570,000 147,227 147 227 1,284 454
2{15-16 1,020,000 122,877 122,977 1,266 854
2018-17 1,075,000 97 477 97 477 1,268 954
2017-18 1,125,000 70,602 704802 1,268,204
2018-19 1,170,000 48,103 48,103 1,266,208
20158-20 1,205,000 24,702 24,702 1,254,404
$ 5420000 518679410 F 1678610 0§ 12779220
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REFPORT ON INTERNAL CONTROL CGVER FINANCIAL REPORTING
“AND ON CTOMPLIARNCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

September 30, 2008

To the Board of Education
Frankenmuth Schoal District
Frankenmuth, Michigan

We have audited the financial statemenis of the governmental activities of
Frankenmuth School District as of and for the year ended June 30, 2008, which
comprise Frankenmuth School District's basic financial statements, and have
issued our report thereon dated September 30, 2008. We conducted our audit in
accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United
States.

Internal Control Over Financial Reporting

In planning and perdorming our audit, we considered Frankenmuth School
District's internal control over financial reporiing as a basis for designing our
auditing procedures for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectivenass
of the Frankenmuth School District's internal control over financial reporting.
Accordingly, we do not express an gpinion on the effectiveness of Frankenmuth
School District's internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited
purpose described in the preceding paragraph and would not necessarily identify
all deficiencies in intemal control over financial reporting that might be significant
deficiencies of materal weaknesses. However, as discussed below, we
identified a certain deficiency in internal control over financial reporting that we
consider to be a significant deficiency.

4855 State Strect | PO Box 6457 | Saginaw, Michizan 48603 | GHOTHO 300 | Fax: 089,700, 3155
526 West Gencsee Street | Frankenmnth, Michipan 487340 080.052.0220 | Fax: 980.652.2245



To the Board of Education
Frankenmuth Schoaol District
Page Two

A control deficiency exists when the design or operation of a control does nof
allow management or employees, in the normal course of perfomming their
assigned functions, to prevent or detect misstatements on a timely basis. A
significant deficiency is a control deficiency, or combination of control
deficiencies, that adversely affects Frankenmuth School District's ability to
initiate, authorize, record, process, or report financial data reliably in accordance
with generally accepted accounting principles such that there is more than a
remote likelihood that a misstatement of Frankenmuth School District's financial
statements that is more than inconseguential will not be prevented or detected by
Frankenmuth Scheol District’'s internal control.  We consider the following
deficiencies to be significant deficiencies in internal control over financial
reporting.

We noted an absence of appropriate segregation of duties consistent with
appropriate control objectives.

A material weakness is a significant deficiency, or combination of significant
deficiencies, that resulls in more than a remote likelinood that a material
misstatement of the financial statements will not be prevented or detected by
Frankenmuth Schocl District's internal control.

Our consideration of internal control over financial reporting was for the limited
purpose described in the first paragraph of this section and would not necessarily
identify all deficiencies in internal conirol over financial reporting that might be
significant deficiencies and, accordingly, would not necessanly disclose all
significant deficiencies that are also considered to be material weaknesses.
However, we believe that none of the significant deficiencies described above is
a maierial weakness.

Compliance

As part of obtaining reascnable assurance about whether Frankenmuth School
Disfrict's financial statements are free of mafenal misstatement, we performed
tests of its compliance with certain provisions of laws, regulations, contracts, and
grant agreements, noncompliance with which could have a direct and matenal
effect on the determination of financial statement amounts. However, providing
an opinion on compliance with those provisions was not an objective of our audit,
and accordingly, we do not express such an opinion. The results of our tests
disclosed no instances of noncompliance or other mafters that are required to be
reported under Government Auditing Standards.
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This report is infended solely for the information and use of the Board of
Education, management, and federal awarding agencies and the pass-through
entities and is not intended to be and should not be used by anyone other than
these specified parties.

Lo, Proremyenp, Lebtawnr 3 Thamas, BC

Certified Public Accountants
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